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Highlights 


1966 
Volume of retail instalment notes purchased ...0........00000....ccc ccc ceceee ee eeeeeeees $ 8,407,939 
Notes receivable: 
Retail mtr ccmeica nd cicero ec nee ee eecs Me ee. $11,053,836 
Wholesale) seacccas tartan arcane eae ae boas ese ee or eee 1,282,725 
liotalenotessreceivVablemeressn serena tren naar ees $12,336,561 
Wneamed finance chargesss. 7. ac.. sorted ak se eee tere coated etn eee $ 1,848,510 
Percent to retail notes receivable with precomputed interest .............. 17.44% 
Allowance stolmipOSSIDIER OSS Smsmaete serene remnant eran entre te $ 121,443 
Percent to retail notes receivable ............0.ccccccccsceesseeeveeeeenneneenees 1.09% 
Capital funds: 
Subordinatedrdeb trian sie tee eee ee eae aa oe eee $ 3,054,250 
Shareholders’ equity: 
PelerenCe ssc c.cuecmanneis ete ieravseti tanner Oh Rei ia ier auione hae eee $ 384,250 
COMM Diane res nese irs tired RL Meee dear Efe eae ns hid a 842,881 
nota -sharenolders= GUIRY. ent tan onee.h eet econo $227,131 
potalecapitaly CuUMNAS wae we eee eet ee errors $ 4,281,381 
Numberof commonishares olitstandingis..:1. esses cetese sees ceeeee cose cree ss 188,685 
Booksvaluespemcommonsshanewruncrercesaecueea areata tere eee cease : 4.47 
NG RNGAiTI CS Mame ene Nien’ otatlne Sh nebo toahl te tim ar een «WANs : $ 138,925 
Percent to average assets employed ................... ccc cecccccee cece csee ee eenen ees 1.46% 
Preferencerdivid@nd Sicssmecen tecrce ete cae cs eeecree ties een een eee $ 29,387 
Times: preference GiVIGeENGS Canned © ori coo ccccensncwncsnme cose aeencneaslere: coveacnes 4.73 
Netsearmings forcommon Saves: asses cr x coe pot ran pen murnentnly omer wees $ 109,538 
Percent to common shareholders’ equity at beginning of 
year adjusted for capital changes during year ......................000. 15.96% 
Net earnings per common share based on average shares outstanding ...... 61 


To our Shareholders 
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May 8, 1967 


The past year was an even more difficult one for finance companies and business in general than was 
the year before. Money and credit became even tighter and there are indications that a near money 
panic was averted only by timely, quiet, calm action by bankers and central banks. The money that 
was available was going for the highest rates in many people’s memory. Recent rate reductions and 
actions of central banks seem to indicate that, although money is not yet loose, credit accom- 
modations in the near future will be more readily available for worthy borrowers and projects. It is 
not likely, however, that money will again be as ‘‘loose”’ as it was in the first half of the 1960's since 
most lenders have come to the realization, some by bitter experience, that no matter how plentiful 
the supply of lendable funds the credit worthiness of the borrower must be closely examined, and 
also that no matter how attractive an interest rate may look, it is almost impossible to get one high 
enough to compensate for loss of principal. Lenders and investors are going to have to examine in 
much more depth the ability, and possibly of more importance the basic integrity, of management. 


Other matters are now coming to the fore and occupying everyone’s attention. The investigations into 
the collapse of Atlantic Acceptance and Prudential Finance are nearing completion. The Carter 
Commission has proposed a whole new federal tax system. New securities and companies statutes 
have been enacted in the Province of Ontario and consideration is being given to the passing of 
similar legislation in other Provinces and at the Federal level. The Lawrence Committee on Company 
Law has tabled an interim report in the Ontario Legislature calling for more changes. Consumer 
protection legislation dealing primarily with the disclosure of costs of credit has been enacted, or is 
being proposed, in most of the Provinces. Federal-Provincial meetings are being held concerning 
financial institutions and securities regulation. Deposit insurance is now a fact. A new Bank Act has 
been passed which will free the Chartered Banks from many of their former restrictions and will allow 
them to serve a greater proportion of the credit needs of business and of consumers. 


In short, so many things have been happening so fast that very few of us have had the time to really 
digest them. Sometimes it is necessary to sit back and try to put things in proper perspective as they 
relate to business in general, your particular industry, and your particular company. 


Enough evidence has now come out in the Atlantic Acceptance and Prudential Finance enquiries to 
indicate that the transactions involved that caused the failures were, to say the least, highly question- 
able as to legality. It appears also safe to say that in spite of the name, Prudential Finance was a 
holding company and not a finance company in the true sense. Although it doesn’t help the lenders 
who lost money in these two situations the amounts involved, although large in dollars and highly 


publicized, were a very small fraction of the total funds being handled in a most responsible way by 
finance companies. 


— as 


The Carter Commission recommendations have already been subjected to extensive study and have 
produced many varied reactions. Any final legislation will have to take numerous things into consider- 
ation and it is really too early to tell what the exact changes will be and their overall effect on business 
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~~ patronage and not by legislative action. 


and the individual, The new securities and companies legislation is primarily aimed at full disclosure 
and some basic protections of stockholder rights. Properly administered it should not be at all 
oppressive and can only serve to enhance the image of reputable companies while at the same time 
making it more difficult for unscrupulous operators to hide behind the formerly accepted curtain of 
non-disclosure and thereby appear respectable. We are of the opinion that this shareholders’ report 
more than complies with the reporting requirements of the new Ontario Securities Act. We also wish 
to note that this compliance required only minor changes to our last year’s shareholders’ report on 
which we received favorable comments from shareholders, investors, and the financial press. 


Consumer protection legislation has been hurriedly enacted, and from where we sit, more as a result 
of a hue and cry from the legislators than from the consumer. We believe that a strict application of 
legislation enacted to date will produce some unwanted and unintended effects and that in order to 
eliminate a few bad practices the entire credit granting community has in effect been indicted. 
However, our industry has long been accustomed to working within the framework of various complex 
laws and we will do the same with the new ones. They can produce the desired results, however, only 
if they are uniformly applied to all credit grantors and only if the legislators and administrators 
promptly respond to the need for changes. If not the net result could be the loss by the consumer 
of some of the options he now enjoys and wants which came about through free competition for his 


~The Bank Act changes were long overdue. Because of the type of transaction and/or the degree of 
risk involved it was not possible for the Chartered Banks to make certain loans, especially when they 
were operating under an unrealistic rate ceiling. Their entry into many new lending fields, especially 
to new and growing businesses needing working capital, should be of great benefit to the Canadian 
economy. The absurdity of some of the reasoning that was used to restrict them in the past should 
be evident when the first action taken by some of the banks with their new freedom was not a whole- 
sale lending rate increase, but conversely a reduction in the prime lending rate and an increase in 
rates paid to savings depositors. This is just another illustration that the public benefits most from 
free competition between responsible business enterprises not hampered by restrictive legislation 
that prevents them from providing the broadest range of products and services. 


There is no doubt-our industry is going to feel more competition from the Chartered Banks, especially 
in high quality consumer credit and medium risk commercial loans. However, we originally made 
our place in the economy not by making bank loans, but by proving that time sales financing is 
sound and that a man’s character and future earning capacity is acceptable collateral against which 
to extend credit. If all we intend to do is to make the same loans a bank will make then we lose our 
unique identity. Our task will be to continue to use our ingenuity in seeking out and intelligently 
serving credit needs not adequately served by others. In this way the total credit-granting industry, 
of which we are an integral and important part, will be better able to fulfill the total credit require- 
‘ments of the Canadian economy. We should also seek out and find ways to cooperate with each other 
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and with the Chartered Banks in fulfilling these needs, especially in areas where more than one type 
of credit is required and a multiplicity of risks are involved. We are well situated to do this since we 
are not competing in other areas of the general banking business. 


As for your company, this is the course we intend to follow. By intelligently exploring new ‘‘Frontiers”’ 
of credit we believe we will serve the economy in a better way, earn a more satisfactory return for our 
shareholders, and at the same time produce quality receivables for the security of our lenders. Our 
past history contains proof that we can produce increasing profits with increasing business and can 
successfully operate in areas not being exploited by others. The past two years show that we 
have ordered our affairs in such a way that even during periods of no growth we can earn a respectable 
return for our shareholders. To this extent and based on the figures available to us we believe we 
have outperformed our industry generally, and we have done it without endangering future earnings. 
This has taken great effort and loyalty on the part of our staff and the support and cooperation of our 
lenders and customers, to all of whom we express our sincere thanks. 


On behalf of the Board of Directors 


President 
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Review of Operations 


RECEIVABLES 


Outstanding retail receivables at March 31, 1967 were slightly greater than the receivables outstanding a year 
ago. The following is a breakdown of the outstanding retail notes receivable at March 31, 1967 and March 31, 
1966 by type of business, and also the average amount per outstanding account in each category. Since most 
of the retail notes receivable include precomputed interest to the maturity of the loan, the Company's actual 
investment in each account is, on average, approximately 16% less than the amounts shown. 


March 31, 1967 March 31, 1966 

Average Average 

Per Cent Amount Per Per Cent Amount Per 
Amount of Total Account Amount of Total _ Account 
Mobile homes ............ $ 6,558,153 58.08% $4,641 $ 4,454,043 40.29% $4,820 
Direct cash loans ........ 2,569,004 BOS) Soo 3,282,844 29.70 4,114 
Automobiles ................ 336,049 2.97 ilsatisy.t 817,489 L329 1,658 
Home improvements 578,058 5.12, 443 678,841 6.14 545 
Appliances. ............... IMiKo) Wee DS 198 326,708 2.96 257 
Equipment leases ...... 331,559 2.94 yA 349,735 Sly, 1,249 
Commercial loans. 809,797 TER ak 8,899 1,144,176 VOSS 7,891 
$11,292,742 100.00% $2,432 $11,053,836 100.00% $2,142 


Although additional business was available in sufficient quantity to again significantly increase outstanding 
receivables, the lack of additional credit facilities available to the Company made it impossible to increase the 
receivable level over that of last year. As is evident from the above breakdown the major change during the 
year was in the mix of the Company’s portfolio. Since it was not possible to increase total receivables, new 
business emphasis was directed towards mobile homes and direct cash loans. These two areas offered the best 
yields combined with the soundest quality from a credit and loss standpoint. The Company Is still active in the 
other areas, but at a much reduced level from prior years. 


A diversified portfolio covering sales financing, direct cash loans, and commercial loans of various types will 
continue to be a long-term objective, but the emphasis at any particular time will be to direct available 
resources to business that then offers high quality and overall profitability. The combination of these objectives 
will probably result in changes in the makeup of the Company’s portfolio over the years, but should help 
achieve the Company’s ultimate goal of maximum profit consistent with reasonable risk. 


All classes of loans are made only on a secured basis. The sales finance contracts are basically secured by the 
item the customer is purchasing, such as a mobile home, automobile, appliance, etc. In addition, the majority 
of this business is purchased with recourse to dealers, with the dealers’ contingent obligations being further 
supported by dealers’ reserves. Most of the direct cash loans are not only secured by chattel mortgages on 
personal property, but also by second mortgages on real estate. Equipment leases are secured by assignments 
of the leases and liens on the leased equipment. Commercial loans are secured by liens on real or personal 
property, by assignments of accounts and notes receivable, or by a combination thereof. 


Except for mobile home contracts which, because they are for homes with correspondingly larger amounts 
involved, have a maximum maturity of seven years, almost all of the credit the Company extends is for five 
years or less. Direct cash loans with an original maturity of over three years are normally secured by real 


estate mortgages. 


Generally the Company restricts total loans to any one customer to $25,000 or less. All large loans and all 

loans of an unusual nature are subjected to an extensive review by senior management prior to approval, and 

to special follow-up activity during the life of the loan. No loans are made to officers or Directors or to their 
. families, associates, or affiliates. 


8 PB 9 NE BANS NEAL EI ASC REA NE NASIOC 


The branch office in Willowdale, Ontario, handles all types of business. Presently, the branch offices in 
Montreal and Moncton engage only in sales financing in Quebec and the Maritimes, respectively. At March 31, 
1967 the Montreal and Moncton offices were servicing retail notes receivable of $3,194,000 and $1,894,000, 
respectively, consisting almost entirely of mobile homes. 


Wholesale notes receivable at March 31, 1967 and March 31, 1966 were $996,503 and $1,282,725, 
respectively, and consisted primarily of mobile homes held for sale by dealers who customarily sell their 
retail notes receivable to the Company. 


Volume of purchases of retail instalment notes during the past year totalled $6,525,041. The following 
schedule details these purchases by type of receivable and original maturity. 


ORIGINAL MATURITY OF NOTES 
(IN THOUSANDS OF DOLLARS) 


Two Years Two to Three to Four to Five to Six to Per Cent 
and Under’ Three Years Four Years Five Years Six Years Seven Years Total _of Total — 
Mobile homes .......... $ 162 $ 402 Gs sil $ 407 $ 258 $ 2,666 $ 4,126 6322395 
Direct cash loans ...... 70 212 24 812 1,118 7b 
Automobiles .............. 92 70 162 2.48 
Home improvements 4 2 Ze 192 220 SESY/ 
Appliances ................ 13 15 28 43 
Equipment leases .... 14 6 a2 116 6 174 2.07, 
Commercial loans .... 617 2 43 35 697 10.69 
TOMALES eet cer: $ 972 $ 709 $ 309 Sei 570 $ 299 $ 2,666 $ 6,525 100.00% 
Per Cent of Total ...... 14.90% 10.86% 4.73% 24.06% 4.59% 40.86% 100.00% 


Scheduled future liquidations of the Company's retail notes receivable outstanding at March 31, 1967 are as 


follows. 
Pelee sets RAT ihe aR 
LS] Sts Wena M RE NAMEN Gu atmanmNR ema UR ater te Aer Nay h tie luau Nth ea! $ 3,513,141 SH abo 
Ao] 2) PRE um tenn Heer D CR UERHILIC RR RR NAL ARM MARAT ILRI URSA Tab ne adie alt 2,581,748 22.86 
MOT Oe Be otek tr ter eats Mets ee DR Ua etal A re mA ec UT RYE eR 1,960,371 ESS 
DF ac Fi8 ot cre OUR Eel csi eet cH SIUTOO NOIR A helt ANA EEA ren ACLS aS aT TESS 7c 13.40 
OT en SI tH AR MOn ST gba RLU UAL OL aE YA Pa eC he aOR 918,229 8.13 
IB fee MISO UCM AMR RRL aR EMME ER A edt Aa Maen Crag aeale ied We UMEL ley Ed le 565,114 5.01 
SUbSequentito; March 31 197-3 aise cite eam Nera nent Leen nea nn renner 240,367 Ms. 
STO TAL mare uscone crate cee bars sa atte ie go) ee a eee $11,292,742 100.00% 


Based on scheduled collections it would take 18 months’ collections to repay the Company's short-term 
secured debt, after first deducting therefrom cash and wholesale notes receivable. 
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DELINQUENCIES AND LOSSES 


The total unpaid balance of retail notes receivable outstanding at March 31, 1967 and March 31, 1966 with 
payments more than 60 days past due were as follows. 


March 31, 1967 March 31, 1966 
Outstanding Per Cent to Outstanding Per Cent to 
Amount Total Retail Amount Total Retail 
Total unpaid balance of accounts with payments: 
6 tos 90idays pastidtie Rena eae $ 23,076 .20% $ 77,609 70% 
Over 90 days past due .....0...... eee. eat ok 175,871 1.56 151,506 eY/ 
Total over 60 days past due 0... $198,947 1.76% $229,115 2.07% 


This was the second straight year in which there was a decrease in accounts over 60 days past due, which is a 
result of the Company’s continued emphasis on new business quality plus speed and efficiency in collection 
follow-up. 


These operating policies also resulted in other improvements. Included in the above accounts over 90 days 
delinquent were $54,645 at March 31, 1967 and $67,366 at March 31, 1966 representing accounts on which 
the Company has been forced to institute legal action but has not yet started receiving payments as a result 
of such legal action. Repossessions have also decreased and totalled $120,329 at March 31, 1967 compared 
with $171,624 at March 31, 1966. A large percentage of the repossessions include interest to maturity which 
means the Company’s investment is a lesser amount. Of the repossessions on hand at March 31, 1967, 
$49,976 is due from dealers under recourse and repurchase agreements. The dealers involved are all in 
business and active with the Company, and the Company holds substantial dealer reserves in relation to the 
unpaid repossessions. No significant losses are expected from the liquidation of repossessions. 


In order to properly liquidate accounts, it is sometimes necessary to alter the repayment terms of certain 
loans, primarily due to changed economic conditions on the part of the customer after the loan is made. These 
changes are a vita! part of the finance business and can furnish additional income in the form of extra fees. 
The practice can be subject to abuse, however, and it is the Company’s policy to grant such changes in terms 
only for good cause and only when the customer demonstrates a definite desire to maintain a good payment 
record. 


The Company has continued its policy of charging off accounts which appeared doubtful of collection. Retail 
liquidations and losses for the past three years and since inception of the Company are as follows. 


Per Cent 
Retail Retail Losses to 
Liquidations Losses Liquidations 
Year ended March 31: 

OG Ji ed eater ehe cpr. ore eae ah ta tert Ce tn eee een na i panei $ 6,286,135 $ 84,858 IestoyAy 
INS 12) Siar er Princes gn MET ARC ROR ACEO ET CPG ET ETC EER Rec aoENOnE MNehnE aseoe ic renee, 6,333,985 90,162 1.42 
Ae Tate lena re Petes dot nw, int Mee Oy en mF ted ae ah a tt Secor sdk Rie mapaarabs: Bs Nee CEES Rate 5,357,590 85,379 1.59 
Total May 1, 1958 (inception) to March 31, 1967 .................... Hj 24,811,048 289,645 ey, 


Along with the continued emphasis on normal collection activity, the Company continued to concentrate on 
recoveries on accounts previously written off. Retail losses for the year ended March 31, 1967 are shown net 
of recoveries of $16,240 (16.06% of gross charge offs) on previously written off accounts. For the year 
ended March 31, 1966 the comparable figure was $11,774 (11.55% of gross charge offs). The Company has 
every reason to believe that recoveries will continue to increase in the future. 


A review of accounts written off during the past two years revealed some interesting information. 65% of the 
gross charge offs came from credit extended on automobiles, appliances, home improvements and commercial 
loans. During the past two years the Company has greatly reduced its activity in these fields, and all credit 
that has been extended has been subjected to much more stringent control as to overall quality of credit. 


The combination of the nature of accounts written off, plus improvements in delinquencies, charge offs, and 

recoveries would indicate that the percentage of net losses to liquidations will continue its favourable trend, 

and that the allowance for possible losses at March 31, 1967 of $128,362, which is 1.14% of outstanding 

retail notes receivable, is adequate to absorb any losses which may be incurred in the collection of the present 

receivables. In addition, dealers’ credit balances of $384,872 at March 31, 1967 (3.41% of outstanding 

retail notes receivable) are also available to reduce future credit losses on retail accounts which were 
_ purchased with recourse to the dealer. 


ACCOUNTING POLICIES 


The Company grants credit on two different bases. In some cases the loans are made on an interest bearing 
basis. On other than interest bearing direct cash loans the interest is computed and billed to the customer 
monthly based on money in use. On this type of loan income is recorded on a monthly basis as it is earned. 
Interest on interest bearing direct cash loans is recorded as income in the month it is collected. 


In most cases the charges for the life of the contract are precomputed and included in the face of the note. 
The difference between the amounts advanced by the Company and the total amounts to be repaid by the 
customers is recorded as unearned finance charges. The Company does not record any earnings in the month 
a contract is acquired as representing an ‘‘acquisition cost’’, but takes the finance charges into income over 
the terms of the respective notes based on the declining amounts outstanding. Mechanically, this is 
accomplished by applying the sum-of-the-digits (sometimes referred to as the ‘‘rule of 78’s’’) amortization 
method to the finance charges. 


This overall policy results in the realization of no income at the time a contract is purchased and has resulted 
in a very substantial unearned finance charge account in relation to outstanding retail notes receivable with 
precomputed interest, as is shown below. 


March 31, 1967 March 31, 1966 
otaliretailanotes) re Cel Valle meee eet ee ee meee eee ene ae ee $11,292,742 $11,053,836 
Less interest bearing notes receivable: 

Dirécticashiloansacns eee SOR eee eR emer A Aree): Bet Nee so (RR $ 685,883 
Other: Gans) Loge ls sees eee ce eaaree g cetalater RTE tat ts Sen Ae ee 478,209 Cy cilleye2 tsyy7/i 

$ 1,164,092 G5 alisye2 57/1 
Retail notes receivable with precomputed interest a TEN ae eee DLOH 28650 $10,601,265 
Unearned finance charges o i Bs | Bilas een a eB ong SS es ee ee ene Ga e830) 29 $ 1,848,510 
Percentage of unearned finance charges to notes receivable with precomputed 

interest hee Re ae br eeel 


PS EE AA RUSocE PERE etic co neo tak tema ceca cerca W7EC2G 17.44% 


These unearned finance charges represent future gross income and will be recorded as earnings over the 
remaining terms of the outstanding notes receivable. 


Extension fees and other miscellaneous charges on retail notes receivable are recorded as income in the month 
they are collected. Interest on wholesale notes receivable is accrued each month based on money in use. 


All expenses are charged immediately to income as they are incurred except for normal deferred items such 
as prepaid interest, insurance and taxes and any discounts and expenses in connection with long-term debt 
issues which are charged to earnings over the terms of the respective debt issues involved. 


FINANCIAL 


During the year ended March 31, 1967 no new credit was extended to the Company, either long term or short 
term. The following table shows the composition of the Company's debt and capital structure at March 31, 
1967 and at March 31, 1966. 


MARCH 31 
et es Be ET ee 
SECUredinaebtednessncoyD ams meee eens ease eee een mn ee $ 5,691,001 $ 5,873,000 
Capital funds: 

Subondinatedidebt: evsmeee se Ae) ae ae eee aera Spies Seen ee pas 0072250 $ 3,054,250 
Shareholders’ equity: 

Preference sadhana es Sia as dwanec raane cath Reeser Mie Een EE RE DEO OAC OO. $ 384,250 

COMMON aes te ho ere ene BRP tPCT snore tot rire es Fron Ret gi eae ee 960,712 842,881 

TOTAL SHAREHOLDERS’ EQUITY ................ fi SASL. Schein AUR Pak $ 1,344,962 Selec 7elsl 

TOTAL CAPITAL FUNDS BAe nee Ree eas Deel 2 $ 4,281,381 


TOTAL DEBT AND CAPITAL ...... POH ey cassette eee o LO) OAS ees $10,154,381 


The only changes during the year besides the normal fluctuations in bank indebtedness were retained earnings 
and the required sinking fund retirement of $47,000 of 634% Subordinated Sinking Fund Debentures Series 
A. The Company's only short-term indebtedness is to its two banks under established lines of credit totalling 
$6,000,000, and the Company does not intend to borrow any funds in the short-term market except from 
banks or unless such borrowings are fully covered by unused bank lines of credit. 


The Company, in conjunction with its investment bankers, is continuing to explore ways and means of 
obtaining new long-term funds. Although the apparent easing of the money markets should be of help, no 
definite commitments have as yet been received. 


EARNINGS 


Net earnings for the year ended March 31, 1967 were $142,807, a slight increase over the net earnings of 
$138,925 for the year ended March 31, 1966. Net earnings per common share, based on average shares 
outstanding and after preference dividends, were $.62 for the year ended March 31, 1967 and $.61 for the 
year ended March 31, 1966. The distribution of gross income for the last two years is as follows. 


YEAR ENDED MARCH 31 


1967 1966 
Amount See Amount aephey 

GROSSAINCOM Eee eee ee eee ee $1,322,683 100.00% $1,205,892 100.00% 
COSTS AND EXPENSES: 

COStOh DOnKOWING Siar nner $ 599,124 45.29% $9 523;287 43.39% 

Salaries and wages............. Rae eae aag Taschen 158,996 12.02 144,229 11.96 

Other general and administrative expenses 188,979 14.29 157,504 13.06 

Provision for possible losses ............. apenas 91,777 6.94 112,947 SY / 

aXeSTO le GOll Gaeeeete a tena cece etre ae ree 141,000 10.66 129,000 10.70 


NETREARINIINGS tape teres tenccetetecce ences tee: se. en tr nctamttas $ 142,807 10.80% $s8'925 O25 


Basically all operating expenses, except provision for possible losses, increased slightly over last year. The 
prime reason was that the average level of receivables was higher during the year ended March 31, 1967. As 
to the increase in cost of borrowings, approximately 60% of the increase was due to an increased level of 
receivables and 40% was due to higher average money costs. Provision for possible losses is directly related 
to volume of new business, which decreased, rather than to the level of outstanding receivables. 


Some reductions in operating expenses may be possible, but maximum efficiency of operations and use of 
resources will not be achieved until the Company's former growth pattern has been restored through the 
acquisition of more funds. 


FRONTIER ACCEPTANCE Corporation Limited 


AND ITS WHOLLY OWNED SUBSIDIARIES 
MARCH 31, 1967 (with comparative figures for March 31, 1966) 


CONSOLIDATED BALANCE SHEET 


ASSETS 
: 1966 
oe: ee ee RUIN BoD MATS EN SR eB clea at ise Aobist triad natin Rann foe $ 48,24; $ 86,554 
Notes receivable: 
Retail (Note 15. isso ee ouch cnt ee Re ee $11,292, $11,053,836 
Wholesale) soso cilia ceetuet tance ead teen ce een eee Nea cane Oe ne ee ee 996,50 1,282,725 
$12,336,561 
Less: 
Unearned.tinancerscharges yeaa eee a eae concn eee $ 1,805 ( $ 1,848,510 
Allowance for possible fosses,,).uisrcrsestectoeicsschteac eee : 8, 3€ 121,443 
$ 1,969,953 
NOTES RECEIVABLE-=- NET? en eee $10,355,854 $10,366,608 
ACCOUNTS TeCelable iin: /hkcaoseeceriin ae Rieder ened ee 48,69 29,307 
Prepaid Expenses 6 cisicaisveclhncs Poet netsh yea eee att gente Poe 9,290 
Furniture, equipment and leasehold improvements — at cost $ 30,359 
Less accumulated depreciation and amortization .................0ccccccecccccceeceee. eG 13,285 
$ 17,074 
Unamortized debt discount and expense ..0..............ccceccccsecseececccccccceececceee 5§ 159,298 
$10,668,131 


Approved on behalf of the Board: 


L. W. OEHRING, JR., Director. 
J. W. ADAMS, Director. 


Ee eee RPT 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


1966 
Short-term notes payable to banks — secured by assignment of certain — : 

NOTESR ACEI a eee eal ete ae oie tit as Arai Shyu tac O SL ace eRe $ 5,873,000 
Accounts payable and accrued liabilities ....0.00000.0000oc cc ceecccceceeeeceeeeceee 134,936 
INCOMOG ANG OtHeIsLaxeS Pa VaD leis ..0- yoo sees Wana ocean ek sericea : 65,124 
Dealers, credit Dalancesiac. sc07 icc nok cee rnareteeeess nn era tees 4 313,690 


Capital funds: 


Subordinated debt (Note 2): 


6% % Senior Subordinated Notes ....0..00......00. ccc ce cece ceeee eee eeees $72, 1517250 


634% Subordinated Sinking Fund Debentures Series A ............ : 903,000 
FOTAL SUBORDINATEDIDEBW 2 iive.cocsccieeentec. eee $ 3,054,250 
Shareholders’ equity: 
Capital stock (Note 3): 
Authorized: 
35,370 first preference shares with a par 
value of $25 each, issuable in series $884,250 — 
1,000,000 common shares without par 
Valier antec hornets chain cerca Miieeereee — 
Issued: 
15,370 614 % cumulative redeemable convertible 
first preference shares Series A ........................ $ 384,250 
188,685 common shares — stated value ............... 512,963 
3. -o97;213 
Retained earnings: (NOTE 4) parr oy eal ciate aero ree ae eantate 329,918 


TOTAL SHAREROLDERS “EQUINN te ccreceteshyereectcar Pee od 


TODAS CAPITALAFUNDS © (.cco-come tsps taoeaetcnseros: cee $ 4,281,381 


$10,668,131 


See accompanying Notes to Financial Statements 


FRONTIER ACCEPTANCE Corporation Limited 


AND ITS WHOLLY OWNED SUBSIDIARIES 
YEAR ENDED MARCH 31, 1967 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 1— Retail Notes Receivable 


Of the retail notes receivable outstanding at March 
31, 1967, instalments aggregating $3,513,141 are due 
within one year. 


NOTE 2 — Subordinated Debt 


The 67%4% Senior Subordinated Notes are payable, 
both as to principal and interest, in U.S. funds. The 
Notes are for $2,000,000 (U.S.) and are shown at the 
rate of exchange on December 16, 1965, the date of 
issuance. The Notes are due December 15, 1977 and 
the Company has covenanted to establish a sinking fund 
to provide for the retirement of $200,000 (U.S.) princi- 
pal amount of the Notes on December 15, in each of the 
years 1968 to 1976, both inclusive. The Notes are 
presently redeemable, otherwise than out of sinking 
fund monies, in whole or in part at a premium of 4.6% 
of such principal amount if redeemed on or before 
December 15, 1967 with the premium thereafter de- 
creasing rateably each year to zero if redeemed after 
December 16, 1976. 


The 634% Subordinated Sinking Fund Debentures 
Series A are due June 15, 1979. The Company has 
covenanted to establish a sinking fund to provide for 
the retirement of $50,000 principal amount of the 
Debentures on June 15, in each of the years 1965 to 
1974, both inclusive, and $100,000 principal amount of 
the Debentures on June 15, in each of the years 1975 
to 1978, both inclusive. The Debentures are presently 
redeemable, otherwise than out of sinking fund monies, 
in whole or in part at a premium of 4.25% of such 
principal amount if redeemed on or before June 15, 
1967 with the premium thereafter decreasing rateably 
‘each year to zero if redeemed after June 15, 1978. 


NOTE 3 — Capital Stock 


The 614% cumulative redeemable convertible first 
preference shares Series A are convertible, on or before 
October 31, 1970, into common shares at the rate of 4 
common shares for each first preference share Series A 
on or before October 31, 1967 and thereafter at a 
declining rate. The first preference shares Series A are 
redeemable at a price of $26.00 a share. The Company 


is required to enter on its books to the credit of a pur- 
chase fund certain amounts to be used for the purchase 
of first preference shares Series A, which obligation can 
be anticipated by the redemption or conversion of first 
preference shares Series A. At March 31, 1967 no 
amounts were required to be set aside for such purchase 
fund. 


Of the authorized and unissued common shares, 
61,480 shares are reserved for conversion of the first 
preference shares Series A; 14,865 shares are reserved 
for share purchase warrants (issued in connection with 
the 634% Subordinated Sinking Fund Debentures 
Series A) exercisable at $8.50 a share on or before 
June 15, 1967 and increasing to $12.50 per share on or 
before expiration date June 15, 1970; 40,000 shares are 
reserved for share purchase warrants (issued in con- 
nection with the 674% Senior Subordinated Notes) 
exercisable at $6.25 a share on or before expiration date 
December 15, 1977; and 14,900 shares are reserved for 
executive stock options (issued to three officers) 
exercisable at $6.25 a share. One option is for 10,000 
shares exercisable at the rate of 2,000 shares per year 
and expires on February 28, 1975; one option is for 
3,500 shares exercisable at the rate of 500 shares per 
year and expires on September 14, 1971; and one option 
is for 1,400 shares exercisable at the rate of 200 shares 
a year and expires on June 30, 1972. All options may 
be exercised on a cumulative basis. 


NOTE 4 — Retained Earnings 


The Company’s various loan agreements and _ its 
Letters Patent relating to the first preference shares 
Series A contain provisions relating to the payment of 
dividends on common shares. Under the most restrictive 
of these provisions no amount of retained earnings was 
available at March 31, 1967 for the payment of divi- 
dends on common shares. 


NOTE 5 — Compensation of Directors and Senior 
Officers 


Salaries and wages and other general and adminis- 
trative expenses include aggregate direct remuneration 
paid or payable to Directors and senior officers of 
$72,271 (1966 — $64,406). 


AUDITORS’ REPORT 


PEAT, MARwick, MITCHELL & Co. 
CHARTERED ACCOUNTANTS 


PRUDENTIAL BUILDING 
KING AND YONGE STREETS 
TORONTO 1, ONTARIO 


AUDITORS' REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Frontier Acceptance 
Corporation Limited and its wholly owned subsidiaries as of March 31, 1967 and 
the consolidated statements of earnings, retained earnings and source and 
disposition of funds for the year ended on that date. Our examination included 
a general review of the accounting procedures and such tests of accounting 
records and other supporting evidence as we considered necessary in the 
circumstances. 


In our opinion, the accompanying consolidated balance sheet and 
consolidated statements of earnings, retained earnings and source and disposi- 
tion of funds present fairly the financial position of the companies at March 
31, 1967, the results of their operations and the sources and disposition of 
their funds for the year ended on that date, in accordance with generally 
accepted accounting principles applied on a basis consistent with that of the 
preceding year. 


Toronto, Ontario 
May 8, 1967 Chartered Accountants 
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FRONTIER ACCEPTANCE Corporation Limited 


AND ITS WHOLLY OWNED SUBSIDIARIES 


NINE YEAR SUMMARY 


Operating results for the year: 
Finance charges, interest and fees earned. .osnaswinctcenna seers eee cee eae eee 


Salariesand), WageS | oyaczcuoren sisgensnnnlas heya eee eo OO eRe eee eee eee Hel Seoenameieaeatenaee 
Other general and administrative expenses: 2.4 c...60..05.acenaaaqeoeseeaeceree cement eaeee ee eee 
Provision for possible losses ................. En eee Ne Annie Me Sere ce CES MB ak oie hs 


Cost: of DOFFOWINES ..cssisciecoetecuesnnutiron wohensemeennte comes tne nance act ee ORR ees cota ne ince Tee aa 
‘Limes. cost of borrowings:earned) enseaasecacsaws seen Meme eeaen gee ae eee ae seen anes 


Net:earnings for-commonsshateSseren state ce ete ee eee eee ee een 
Net earnings per common share based on average shares outstanding ............................ 


Financial position at the end of the year: 
Notes receivable: 


TOTAL NOTES RECEIVABLE. fe. sue co tegaceace poet eee eee 


Unearned : finance charges oi.39s..caiels. cance s.c.tal cee eeeceoae ee eee 
Percent to retail notes receivable with precomputed interest ...........0....0..00ccceeeeee eee 


Allowance for POSSiDle JOSSES x 2h:...)o)o as seccecce te. of es epee os tee oe 
Percent. tosretailiinotes receivable c.sssne ese eo eee eee eee ee 


Short-term notes payable to banks — secured .0..0..0..........cccccecececececeseeceesssssesneeteeseteeeeens 
Asset coverage per $1,000 of secured debt, exclusive of properties and deferred 
charges 


Capital funds: 
subordinated debt 4.2%. <6. scarce: vat elise ete ti re crn nee ean 
Shareholders’ equity: 

Preference stock 


TOTAL CAPITAL FUNDS 


Number of common shares outstanding 
Book value per common share 


1966 


$21,205,892 


144,229 
157,504 
112,947 
523,207 
Lol 
129,000 
£36,920 
29,387 
4.73 
109,538 
.61 


$11,053,836 
1,282,725 


12,336,561 


1,848,510 
17.44% 


121,443 
1.09% 


5,873,000 


1,786 


3,054,250 


384,250 
842,881 


2c lol 
4,281,381 


188,685 
4.47 


1965 


$ 900,129 


102,124 
123,569 
110,788 


350,837 
1.61 


103,219 
109,592 


32,500 
S77, 


77,092 
.60 


$8,979,882 
903,540 


1964 


$ 601,789 


73,624 
S173o2 
nOje72 
212,602 
1.78 
73,900 
$0,939 
8,200 
11.90 
82,739 
AQ 


9,978,292 
534,284 


1963 


$ 449,550 


44,563 
76,084 
37,550 
158,764 
1.84 
57,800 
74,789 


74,789 
.64 


$4,100,704 
305,886 


e d73;o23 


27,226 
42,018 
4,491 


48,513 
2.05 


8,054 
43,021 


43,021 
Oo”, 


$2,174,619 
149,582 


> 93,678 


13,440 
15,168 
1,082 
S223 
1:96 


8,975 
22,690 


22,690 
38 


$ 37.79;526 


$ 66,667 


11,256 
11,433 


22,037 
2.00 


3,200 
18,741 


18,741 
ell 


$ 699,584 


$ 15,001 


7,400 
123397 


3,500 


(8,246) 


(8,246) 
(.14) 


$ 223,754 


9,883,422 


1,440,102 
16.65% 


98,658 
1.10% 


5,941,623 


1,411 


1,000,000 


475,000 
652,768 


6,512,576 


969,187 
16.21% 


73,249 
1.23% 


3,968,768 


1,384 


540,000 


500,000 
195,910 


4,406,590 


746,216 
18.20% 


30,088 
73% 


2,090,901 


1,436 


637,500 


28,800 
159,164 


2,324,201 


399,914 
18.39% 


12,917 
59% 


1,258,250 


LoS7, 


420,000 


28,800 
94,344 


93,000 
11.93% 


1,086 
14% 


602,822 


Li ES7. 


90,516 
12.94% 


558,139 


1,092 


223,754 


25,839 
11.55% 


175,162 


List 


enna 
EEE EEEEEEEEEEEE 


i 
EEE 


2,127,768 


172,905 
3.78 


i235 910 


117,400 
1-67 


825,464 


117,400 
1.36 
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FRONTIER ACCEPTANCE Corporation Limited 


DIRECTORS: JOHN W. ADAMS 


Vice-President, Finance and Treasurer; 
Emco Limited, London, Ontario 


C. NORMAN CHAPMAN 


Executive Vice-President; 
Emco Limited, London, Ontario 


MURRAY J. HOWE 
Partner; J. H. Crang & Co., 
Investment Dealers, Toronto, Ontario 
CHARLES E. ISARD 


Director; Isard, Robertson, Easson Co. Limited, 
Investment Dealers, London, Ontario 


PETER) J vIVEy, 


President; Emco Limited, 
London, Ontario 


LYMAN W. OEHRING, JR. 
President; Frontier Acceptance Corporation Limited, ' 
Willowdale, Ontario | 
FRANK T. SHERK 
Director of Various Corporations; ' 
Toronto, Ontario 


DAVID B. WELDON 


President; Midland-Osler Securities Limited, | 
Investment Dealers, London, Ontario | 


OFFICERS: LYMAN W. OEHRING, JR. — President —)\ 
C. NORMAN CHAPMAN — Vice-President 
HOWARD L. KIRBY — Vice-President 
JOHN A. PARK — Vice-President 
ROBERT W. STEVENS — Secretary 


WILLIAM H. BREMNER — Controller 
and Assistant Secretary 


LEGAL COUNSEL: BLAKE, CASSELS & GRAYDON, Toronto, Ontario 
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AUDITORS: PEAT, MARWICK, MITCHELL & CO., Toronto, Ontario | 
ee eae eee eee 
BANKERS: BANK OF MONTREAL, Toronto, Ontario 

THE ROYAL BANK OF CANADA, Toronto, Ontario | 

TRANSFER AGENT: THE ROYAL TRUST COMPANY, Toronto, Ontario . 


SECURITIES LISTED: TORONTO STOCK EXCHANGE 


614% cumulative redeemable convertible first 
preference shares Series A 


Common shares 


TRUSTEE: MONTREAL TRUST COMPANY, Toronto, Ontario 
634% Subordinated Sinking Fund Debentures Series A 


HEAD OFFICE: 5385 YONGE STREET, Willowdale (Metropolitan Toronto), Ontario 
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1111 MAIN STREET, Moncton, New Brunswick 
110 PLACE CREMAZIE WEST, Montreal, Quebec 


November 13, 1967 


TO OUR SHAREHOLDERS: 


Net earnings for the six months ended September 30, 1967 were $65,320 compared 
with $63,871 for the six months ended September 30, 1966. This represents earnings of $.28 
and $.27 per common share for the respective periods, after deducting preference dividends. 


In spite of the fact that much of the emotionalism concerning finance companies has now 
died down, the continued weakness of the bond markets is still making it very difficult for 
small and medium-sized companies to raise long-term funds. The large companies do have access 
to new funds, but the rates being paid are extremely high. Under these money-market 
conditions we have continued to put our emphasis on maximum quality and profitability of our 
existing resources. 


A comparison of the audited financial statements for the first six months of this year with 
those of the same period last year shows a slight increase in gross income. At the same time 
we have been able to hold total salaries and wages in line while actually decreasing other 
operating expenses. 


In addition to a modest improvement in operating results, we have continued to improve 
our balance sheet. Unearned finance charges are now 18.81% of retail receivables with 
precomputed interest. Total unpaid balances of accounts with payments more than 60 days past 
due have decreased to 1.21% of total retail receivables. In the last six months repossessions 
have decreased $40,000 and now total only $80,000. Net retail losses as a percentage of retail 
liquidations were 1.25% compared with 1.35% for all of last year. 


We are pleased to report to you that your company’s last Annual Report for the year 
ended March 31, 1967 was awarded first place in the Financial and Real Estate category of the 
annual-report contest which is sponsored each year by The Financial Post. We are very proud 
of this achievement, and especially so since we were the only ‘‘smaller’’ company to be selected 
for first place in any of the seven categories, and one of only two ‘‘smaller’’ companies 
selected as one of the three winners in any of the seven categories. 


Although your management and your Directors are anxious to return to a pattern of 
sound, steady growth, we believe we are following operating policies appropriate to today’s 
circumstances. The balance we have achieved will continue to produce profits and at the same 
time will keep us in readiness to take advantage of additional funds when they become available 
to us. 


On behalf of the Board of Directors 


President 


FRONTIER ACCEPTANCE CORPORATION LIMITED 
AND ITS WHOLLY OWNED SUBSIDIARIES 


Consolidated Balance Sheet — September 30, 1967 


(with comparative figures for September 30, 1966) 


ASSETS 


Notes receivable: 
RetalliGINnote: Te Fe a ieircces te cn ctirae et ccc snakes eee eee eee 


Wholesale® -oticncsccre reece sectenbat bscine cove eee tecch ct eee eee Reece 


Less: 
Wnearned financerchareeS eyana.s.c-e4.-4c. pee ere 


Allowance:tor possibleilosSeSie.---...c-c.. <2. eeepc eee 


NOTESIREGEIVABLE — NET seen 
AGCOUMNTS TECEIVADI OWE ae, cirep settee ceed ace tees dee eceieiee se kee eee 


Prepald:GxPenSes  eiraccccs.mnacsncscn te cun aise ecw aacisonress cae AEE Ree eee eRe 


Furniture, equipment and leasehold improvements — at cost 


Less accumulated depreciation and amortization ......0...0...0....cceeee 


Unamortized debt discount and expense .......00.....ccccccccccecceccceeceeee sees 


Approved on behalf of the Board: 
L. W. OEHRING, JR., Director. 
J. W. ADAMS, Director. 


$12,015,954 
545,749 


$12,561,703 
$ 2,019,292 

137,048 
$ 2,156,340 


$10,405,363 
70,592 


8,081 


$ 34,613 


16,580 
$ 18,033 
148,467 


$10,698,466 


REMAN eS AND SHAREHOLDERS’ EQUITY 


1966 
Short-term notes payable to banks — secured by assignment of 
CertaininotesireCeivalle ewer ccca.ccssccensace. s-o-ceaedennammentesnn esearch eeent $ 5,813,003 
Accounts payable and accrued liabilities 0.00000. 144,732 
Incomerandiothentaxes payable. a. mcssac-cstss-s-..2neemeennteeedenenseeceen es SZ S72 
Dealersecreditibalancesecemmsc tees cee sce ctsnancoesnten eee Reenaaee anna 373,403 
Capital funds: 
Subordinated debt (Note 2): 
674% Senior Subordinated Notes ..0........... eee $ 2,151,250 
634% Subordinated Sinking Fund Debentures Series A .... _ 900,000 


TOTARSUBORDINATEDIDEB Mi... euteeicisesesctesrseseens $ 3,051,250 


Shareholders’ equity: 
Capital Stock (Note 3): 
Authorized: 


35,370 first preference shares with 
a par value of $25 each, ; 
issuable in series .................. $884,250 — 

1,000,000 common shares without 
PalgvValie ye cece ceeeac cco tmeenes — 


Issued: 


15,370 614% cumulative redeemable con- 
vertible first preference shares Series A, 


with a par value of $25 each .................... $ 384,250 

188,685 common shares — stated value ........ 512,963 

$ 897,213 

Retainecreanningsp(INOtCs4) ie cncme sercere: tennmrerten ae stinn< mens ses 381,493 


TOPASSHAREHOEDERS |) EQUITY, fenecscressicce cos: $ 1,278,706 


TOTAISCAPRITALSRUNDS ocaocoesstacccteanentaereeneestremaaac $ 4,329,956 


$10,698,466 


See accompanying notes to financial statements 


FRONTIER ACCEPTANCE CORPORATION LIMITED 
AND ITS WHOLLY OWNED SUBSIDIARIES 


Six Months Ended September 30, 1967 


(with comparative figures for the six months ended September 30, 1966) 


CONSOLIDATED STATEMENT OF EARNINGS 


1966 
Income — finance charges, interest and fees earned ...................... $ 662,937 
Deduct: 
Salaries andiwares apnarete tes. s0042.5:acsve oncnor sce: een Rae $ 85,410 
Other general and administrative expenses .......0.....0.....cee 103,985 
Provision fompOSsiblenloSSeS | c..r.eehc.c-2.en=.<- eel Meee eee rere 53,740 
$243,135 
EARNINGS BEFORE COST OF BORROWINGS AND 
TAXESIONSINGCOME S300: eee eee $ 419,802 
Costof borrowingess phinciDallWaIntene@Stis..n..cs:e..1e-<-eeeereee tee eentee nest 297,931 
EARNINGS BEFORE TAXES ON INCOME .................. G5 aah tsy/Al 
MAXESLOM: INCOME ere eres ee eee oe oie wc hse asa nae bewes on ee ee eee 58,000 
NET EARNINGS iiiinccdcsces cacss sacacccisi ce eRe eee $ 63,871 
Net earnings per common share, based on average shares out- 
standing and after preference dividends ....................0..c0ccccce ees $.27 
CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Balancevatibeginnins Of: PenlOC inc ncssscssccccescsceu «cs. <2 eee eee eee $ 329,918 
Add net.eannings fOmtneyPenlOG ec ...5.5..cccsten.ccs.ce- 50s eee ee eRe 63,871 
$ 393,789 
Deduct dividends on 614% cumulative redeemable convertible first 
preference shares Series Ai i.oov.cs.ccproso to eccecocse1 AEE ee 12,296 
Balance: at) end: Of PeniOcime nit. mesccsscace.tetteres enetec. ca.) Cee eens $ 381,493 


See accompanying notes to financial statements 


CONSOLIDATED STATEMENT OF SOURCE AND DISPOSITION OF FUNDS 


1966 
Funds were provided by: 
Neteannin sero hathespenlocesns snc 2. ey een eee $ 63,871 
Add charges to earnings not requiring cash expenditure: 
Depreciation and amortization of furniture, equipment 
and leasehold improvements .....................0.000ec0eeeee 2,042 
Amortization of debt discount and expense, less tax 
FeduCctIONS tneTeOMme ee cette vice eee eect eee 10,831 
TOTAL FUNDS PROVIDED — FROM EARNINGS ..... § $ 76,744 
Funds were used for: 
Cash dividends on 614% cumulative redeemable convertible 
first preference shares Series A .........0...... occ eee eees $ 12,296 
Retirement of long-ternincde bias. ct. -vn) ae eee eeeeeentse seer 3,000 
Purchase of furniture, equipment and leasehold improvements 3,001 
TOMAS BUI NDSIUS ED eager ree tee ee ere $ 18,297 
INCREASE IN WORKING CAPITAL .....................0.... $ 58,447 


WORKING CAPITAL CHANGES 


September 30 March 31 
1967 1967 
CaS Tere care ae eee aise nec sono numba crags $ 59,716 $ 48,247 
Notes receivable — net 2.000... ee. 10,491,789 10,355,854 
AGCCOUNTSENeCelVable erat cca men nino ee eternncaee 38,842 48,696 
BrepaldpexpenSe@Smenmes sinncsnaeeternn nahinn nar erenctne = 5,921 6,679 
$10,596,268 $10,459,476 
Deduct: 

Short-term notes payable to banks............ $ 5,760,000 $ 5,691,001 
Accounts payable and accrued liabilities .. 125,324 124,656 
Income and other taxes payable ................ 32,427 60,423 
Dealers’ credit balances .....................0... 427,215 384,872 
$ 6,344,966 $ 6,260,952 
WORKING CAPITAL .................. $7 4,2517302 $ 4,198,524 


See accompanying notes to financial statements 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Six Months Ended September 30, 1967 


NOTE 1— Retail Notes Receivable 
Of the retail notes receivable outstanding at September 30, 1967, instalments aggregating $3,720,926 are due 
within one year. 


NOTE 2—- Subordinated Debt 

The 6% % Senior Subordinated Notes are payable, both as to principal and interest, in U.S. funds. The Notes 
are for $2,000,000 (U.S.) and are shown at the rate of exchange on December 16, 1965, the date of issuance. The Notes 
are due December 15, 1977 and the Company has covenanted to establish a sinking fund to provide for the retirement 
of $200,000 (U.S.) principal amount of the Notes on December 15, in each of the years 1968 to 1976, both inclusive. 
The Notes are presently redeemable, otherwise than out of sinking fund monies, in whole or in part at a premium of 
4.6% of such principal amount if redeemed on or before December 15, 1967 with the premium thereafter decreasing 
ratably each year to zero if redeemed after December 16, 1976. 


The 634 % Subordinated Sinking Fund Debentures Series A are due June 15, 1979. The Company has covenanted 
to establish a sinking fund to provide for the retirement of $50,000 principal amount of the Debentures on June 15, 
in each of the years 1965 to 1974, both inclusive, and $100,000 principal amount of the Debentures on June 15, in 
each of the years 1975 to 1978, both inclusive, The Debentures are presently redeemable, otherwise than out of 
sinking fund monies, in whole or in part at a premium of 3.875% of such principal amount if redeemed on or before 
June 15, 1968 with the premium thereafter decreasing ratably each year to zero if redeemed after June 15, 1978. 


NOTE 3— Capital Stock 


The 614% cumulative redeemable convertible first preference shares Series A are convertible, on or before 
October 31, 1970, into common shares at the rate of 3 common shares for each first preference share Series A on or 
before October 31, 1969 and thereafter at a declining rate. The first preference shares Series A are redeemable at a 
price of $26.00 a share. The Company is required to enter on its books to the credit of a purchase fund certain 
amounts to be used for the purchase of first preference shares Series A, which obligation can be anticipated by the 
redemption or conversion of first preference shares Series A. At September 30, 1967 no amounts were required to be 
set aside for such purchase fund. 


Of the authorized and unissued common shares, 46,110 shares are reserved for conversion of the first 
preference shares Series A; 14,865 shares are reserved for share purchase warrants (issued in connection with the 
634% Subordinated Sinking Fund Debentures Series A) exercisable at $10.00 a share on or before December 15, 1968 
and increasing to $12.50 per share on or before expiration date June 15, 1970; 40,000 shares are reserved for share 
purchase warrants (issued in connection with the 67% % Senior Subordinated Notes) exercisable at $6.25 a share on or 
before expiration date December 15, 1977; and 14,900 shares are reserved for executive stock options (issued to three 
officers) exercisable at $6.25 a share. One option is for 10,000 shares exercisable at the rate of 2,000 shares per year 
and expires on February 28, 1975; one option is for 3,500 shares exercisable at the rate of 500 shares per year and 
expires on September 14, 1971; and one option is for 1,400 shares exercisable at the rate of 200 shares a year and 
expires on June 30, 1972. All options may be exercised on a cumulative basis. 


NOTE 4 — Retained Earnings 

The Company’s various loan agreements and its Letters Patent relating to the first preference shares Series A 
contain provisions relating to the payment of dividends on common shares. Under the most restrictive of these 
provisions no amount of retained earnings was available at September 30, 1967 for the payment of dividends on 
common shares. 


NOTE 5 — Compensation of Directors and Senior Officers 


Salaries and wages and other general and administrative expenses include aggregate direct remuneration paid 
or payable to Directors and senior officers of $40,726 (1966 — $35,603). 


ACCOUNTANTS’ REPORT 


The Board of Directors 
Frontier Acceptance Corporation Limited 


We have examined the consolidated balance sheet of Frontier Acceptance Corporation Limited and its wholly 
‘owned subsidiaries as of September 30, 1967 and the consolidated statements of earnings, retained earnings and 
source and disposition of funds for the six months ended on that date. Our examination included a general review of 
the accounting procedures and such tests of accounting records and other supporting evidence as we considered 
necessary in the circumstances. 


__ In our opinion, the accompanying consolidated balance sheet and consolidated statements of earnings, retained 
earnings and source and disposition of funds present fairly the financial position of the companies at September 30, 
1967, the results of their operations and the sources and disposition of their funds for the six months ended on that 


date, in accordance with generally accepted accounting principles applied on a basis consistent with that of the 
preceding year. 


Toronto, Ontario, PEAT, MARWICK, MITCHELL & CO., 
November 13, 1967. Chartered Accountants. 


